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Dear Mr. Bruzzese: 


Re: Regional Municipality of Hamilton-Wentworth 
Development Charge Study, Component 1 - 


Philosophical Issues, Report #1 


Further to our recent discussions, we are pleased to provide 25 copies of the above- 
referenced report for your review. The undersigned is available to present and discuss the 
report with staff or members of Council, if required. 


We would like to extend our thanks to you, your staff and the members of the Development 
Co-ordinating Committee for their assistance in the preparation of this report. 
Yours very truly, 


CN: AND ASSOCIATES LTD. 


dad. 


G. D. Scandlan 
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EXECUTIVE SUMMARY 


1. Background 


| 


This report is the first of two reports which review a number of philosophical 
issues relative to the Region of Hamilton-Wentworth’s development charge 
policy. The purpose of this report is to provide Council with an identification 
of whether new development provides a positive net financial contribution to 
the existing community with or without development charges. This report 
also reviews the financial alternatives available to the Region for financing 


growth-related capital infrastructure. 


= Summary of Findings - Cost/Benefit Analysis of New Development 
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2.3 


A financial analysis of the costs and benefits was undertaken for residential 
and non-residential development. This analysis was to identify the increased 
revenues and costs associated with different categories of development to 
determine, by category, the net benefit received by the Regional Municipality 
of Hamilton-Wentworth. This analysis was expressly not an economic or 
social analysis. 


Residential development was defined as low density (two sub-categories 
identified), medium density and high density. For each category, the total 
Regional revenues and expenditures were identified. | Non-residential 
development was defined as industrial, office and retail (indoor mall and local 
retail). As with residential development, the total Regional revenues and 
expenditures were identified. Two approaches were taken, on the basis of 
costs/revenues per square foot and cost/revenues per employee. 


The cost/benefit analysis provided in Chapter 2 identifies that the new 
revenues (property taxes, non-tax revenues) generated by the residential 
development sector are not sufficient to fund the new costs associated with 
residential development. Hence, with new residential development the 
existing property tax base is required to contribute annually towards new 
operating costs associated with residential development. Development charge 
payments assist in minimizing the burden onto existing tax/rate payers, but 
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even with full development charges (that are currently approved by Council) 
being imposed, a tax burden is still placed onto the existing tax base. 


Similar to residential development, non-residential development does not 
generate sufficient annual revenues to offset cost increases if development 
charges are not imposed. This negative net benefit is premised upon no 
development charges being imposed and collected. As the amount of 
development charge payable increases, the net benefit of new development 
becomes positive. Hence, recovery of 75-85% of the development charge 
places new development in a position where existing tax/rate payers will not 


have an increased financial burden. 


Summary of Findings - Alternative Methods of Financing Capital Costs 


The Constitution Act, (1867) divided the constitutional powers between the 
Federal and Provincial governments. Under this Act, municipalities are not 
given any powers, but rather are “creatures of the Provincial legislature". 
Municipalities only possess those powers expressly granted by Provincial 
legislation. 


Legislative reform on municipal revenue sources has been the focus of study 
for over twenty years. In recent years, several committees have been formed 
and position papers released which have recommended possible new revenue 
sources for Ontario municipalities. As of yet, these new revenue sources have 
not been incorporated into new legislation. 


At this time, the basis for recovering capital costs are primarily the following: 


e Development Charges Act, 1990 


e Planning Act, 1990 
* Administration Fees s.69 


° Development Matters s.51 and 53 
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° Municipal Act, 1990 


° Heavy Loading Charges s.218 
° Sewer and Water Area Charges _ s.221 
° Connection Fees $.222 
° Public Utility Undertakings s.213, para. 58 


e Other Acts 


° eg. Local Improvement Act, Drainage Act and other special 
Acts. 


From the options available under various Acts, the Development Charges Act, 
1990 appears to be the most appropriate for recovering growth-related costs 
since it was expressly designed for that purpose. Although other Acts do 
provide a basis for cost recovery, there are limitations as to the services which 
can be recovered (eg. police, administration, hospitals, transit), the Acts relate 
to services more local in nature versus Region-wide services (eg. local 
watermains versus a water treatment plant) and not all costs may be 
recoverable because of certain exceptions and maximums provided. 


It is a matter of policy for a municipal Council to finally determine what 
portion of total growth-related capital costs should be recovered through 
development charges. Selection of the appropriate method(s) of capital cost 
recovery should have regard for political acceptance, equity, administrative 
feasibility and revenue adequacy and stability. The Development Charges Act 
would provide the best basis for fulfilling these goals. 
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INTRODUCTION 


gral Background 


On November 23, 1989, the Province of Ontario gave Royal Assent to the 
Development Charges Act. The approval of the Act represented the completion of 
a four year review of how Ontario municipalities impose financial conditions on 
development. The review was undertaken by a task force with representation from 
the development community (Ontario Homebuilders’ Association, Urban 
Development Institute, individual development company representatives), 
municipalities (AMO, AMCT, MFOA) and the Province. 


Prior to the passing of the Act, the primary basis on which municipalities received 
financial payments on service emplacements was the Planning Act. These financial 
requirements were imposed as conditions of approval for lands being developed 
through plan of subdivision, severance or under a condominium agreement. A 
municipality’s ability to obtain financial contributions for other forms of development 
(rezoning, minor variance) was less specific. With the passage of the Act, the 
primary basis for imposing financial conditions on all forms of new development is 


the Development Charges Act. 


With regard to the Regional Municipality of Hamilton-Wentworth, a development 
charge by-law (R90-82) was passed by Council on June 19, 1990. Subsequent to the 
passage of the by-law, several amendments were made. On June 16, 1992, in an 
attempt to provide economic stimulus for growth in the Region, a reduction in the 
charges was made. This reduction in charges was for the period April 22, 1992 to 
June 30, 1993 and represented a 30% reduction in residential charges and a 40% 
reduction in non-residential charges. 


INTRODUCTION (Cont'd) 


d be Terms of Reference 


During Council's consideration of the 1992 reduction in development charges, it was 
concluded that a comprehensive review of the Region’s methods of financing growth- 
related capital requirements was required and Council approved a Development 


Charge Study process which would examine: 


Component I: Philosophical Issues 
Component II: Cost Identification 
Component III: Administrative and Legal Issues 


This study will address the first component, Philosophical Issues. The purpose of 
this component is to examine from first principles, the philosophical issues relating 
to the recovery of growth-related capital costs in the Regional Municipality of 
Hamilton-Wentworth and to recommend how this recovery may best be 


accomplished. 
The issues to be reviewed are as provided below: 


a Complete a cost/benefit analysis of residential, commercial and industrial 


growth from a financial perspective only. 


B. Examine the fundamental methods and alternatives for cost recovery from 
first principles and recommend how this recovery is best accomplished. This 
will include a review of recovery policies and practices of other major 
municipalities in Ontario. 


(eS Review current Regional policies and practices utilized for cost recovery to 
determine where inequities exist. 


D. Study individual issues and concerns raised with respect to the current 
development charges by-law. 
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E, Examine the advantages and disadvantages of implementing a twenty year 
servicing strategy where either market forces dictate the pattern of 
development for the Region, and recommend appropriate action. 


F. Determine the best methodology for apportioning costs between growth and 
non-growth components of each type of Regional service covered by the 
current development charge by-law. 


G. Determine the best methodology for projecting Regional service costs for 
future development. 


pt Determine the criteria for defining the term "local services" within the context 


of the Development Charges Act, 1989. 


The preparation of this report has been undertaken in two parts. This report 
represents the first part of the study and will address items A and B above. 
Specifically, this report is to address all financial alternatives available to the Region 
for funding growth-related capital costs, as well as to undertake a cost/financial 
benefit analysis of all types of development. The purpose of this part of the study 
is to provide Council with an identification of whether new development provides 
a positive net financial contribution to the existing community with or without 
development charge contributions and recommend the best. 


2D FINANCIAL COST BENEFIT 
ANALYSIS 


‘CiRSed TR Uesmaageri: 
avri ng 


2-1 
FINANCIAL COST BENEFIT ANALYSIS 


2.1 Introduction 


The study’s terms of reference required that a cost/benefit analysis of residential, 
commercial and industrial growth be undertaken from a financial perspective only. 
The methodology was reviewed with the Development Co-ordinating Committee, 
and it was directed that the consultant: 


° establish a number of subcategories for both residential and non-residential 


uses; 
° determine average assessment applicable to each subcategory; 


¢ determine the impact of development on Regional operating expenses and 
non-tax revenues for each subcategory; 


e calculate the increase or decrease in net operating revenues. 
The approach to the undertaking is presented schematically on Figure 2-1. 


The subcategories of development selected to be reviewed were premised upon 
providing a cross-section look at various forms of residential and non-residential 
development and are as follows: 


1 Residential Development 


1.1 Low Density standard 
= economy 

1.2 Medium Density 

13 High Density 


2. Non-Residential Development 


pe | Retail - Indoor Mall 
- Local Retail 

22 Office 

pap Industrial 
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FINANCIAL COST BENEFIT ANALYSIS (Cont’d) 


It is noted that this undertaking is a financial impact assessment and is distinct from 
an economic trend/impact analysis. The intent of this study is to determine whether, 
from a financial perspective, different forms of development make a net positive or 
negative contribution to the Region. This assessment is limited to the financial 
concerns of Hamilton-Wentworth Region and has not reviewed the impact of 
development on to the lower tier municipalities of the Region or the School Boards. 
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2.2. Development Categories 


The sampling undertaken for this assessment was undertaken within the City of 
Hamilton. The reasons for limiting the sampling to only one of the Region’s six 


municipalities was as follows: 


° the City provided a large diversified number of properties from which to 


sample; 


° Regional services, such as transit and storm sewers, are provided in the City 


of Hamilton only; 


° the sample properties would be on the same assessment base and negates the 
need to use equalization factors (which are broad category adjusting factors). 


Residential Development 


The analysis examined three types of development - low density, medium density 
and high density. With respect to low density development, a subgrouping was 
created in order to permit consideration of different housing types found throughout 
the City. For the purposes of the study, the "standard" sub-grouping represents 
housing which would typically be on a lot 45 feet in width or larger, containing a 
dwelling unit of approximately 2,000 sq.ft. 


The other sub-grouping is "economy" which consists of housing that is generally 
lower in sale price and assessment for the reasons of lot size, lot frontage and unit 
size, when compared to "standard" units. This term is not intended to represent 
subsidized housing or affordable housing as defined by the “Provincial Policy 
Statement; Land Use Planning for Housing". An "economy" single family dwelling 
would have a lot width of 30-40 feet and dwelling size of approximately 1,500 square 
feet. 


Medium density units represent townhouse, row house types of housing units, 
whereas high density units represents apartment buildings with heights higher than 
four storeys. 


RESIDENTIAL 
DEVELOPEMENT 
a YPE 


RESIDENTIAL 
1. LOW DENSITY 


1.1 STANDARD 


1.2 ECONOMY 


2. MEDIUM DENSITY 


3. HIGH DENSITY 


NON-RESIDENTIAL 
4. RETAIL 


4.1 INDOOR MALL 


4.2 LOCAL RETAIL 


5. OFFICE 


6. INDUSTRIAL 


TABLE 2-1 


SUMMARY OF VARIOUS DEVELOPMENT TYPES 


DESCRIPTION 


-SINGLE FAMILY UNIT ON 
45’ - 60’ LOTS 

-SINGLE FAMILY UNIT ON 
30’ - 40’ LOTS 


- TOWNHOUSE, ROW HOUSE 


- RENTAL APARTMENTS 


- REGIONAL MALL 


- INDEPENDANT STORES 


- SINGLE TENANT LIGHT 
INDUSTRY 


PER 


UNIT/ SQ. FT. 


re. 
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Table 2-1 provides the summary of the sampling undertaken for this study. In total, 
51 residential properties were sampled. The assessment value for the units declined 
as the density of development increased. The "standard" low density housing unit 
had an average assessment of $7,777, whereas “economy” units had an average 
assessment of $6,262. The average assessment for medium density units was $5,512 
and high density units was $3,566. The average people per unit provided on Table 
2-1 was as provided in the Region’s 1990 Development Charges Report. 


Non-Residential Development 


In the case of non-residential development, three types of development were 
reviewed - retail, office and industrial. For the purpose of retail, two sub-groupings 
were created, indoor mall and local retail. The indoor malls sample included two of 
the large Regional malls within the City. The local retail subcategory represents 
independent stores. 


Table 2-1 presents the sampling undertaken for non-residential. In total, 30 non- 
residential properties were sampled. Assessment information was presented on an 
assessment per square foot basis. The highest assessment was for the Regional malls 
providing $10.00 of assessment per square feet of building space. Local retail and 
office were similar in value representing an average assessment per square foot of 
$4.96 and $4.68 respectively. Industrial buildings had the lowest assessment 
providing an average of $3.06 per square foot. From various Regional sources, 
including the business directory and surveys, the estimated square footage per 
employee was established. 
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2.3 Analytical Limitations 


It must be recognized that the findings from such analysis are only broad, order of 
magnitude indications of impact. Considerable variability in net financial impact is 
possible. However, decisions affecting the future can only be made based on 
assumed occurrences which are not certain but the assumptions herein are considered 


to be reasonable. 
The variability in potential impact results primarily from two circumstances: 


¢ when the impact of development is being assessed before the buildings 
involved have been constructed and occupied, then variability is involved 
with building and employee density, price, occupancy, vacancy, use and age 
structure. These variables all impact upon the requirement for Regional and 
other local services. One example of this variability would involve the 
construction of luxury condominiums for empty-nesters and seniors with 
small households and virtually no children, as opposed to rental housing 
construction for young families with children. Another example might 
involve a car-wash with exceptional water and sewer needs, as opposed to a 
retail warehouse or professional office with high levels of visitors per 
employee or a data processing facility with few visitors and a high employee 
density. The anticipated occupancy of any particular development proposal 
is always variable to some degree. 


° Even if the impact analysis were made after the fact, for an existing operation, 
its link to municipal expenditures, and even to some municipal recoveries, is 
a matter for assumption and conjecture. This is because, in many cases, there 
is no direct and simple trigger connecting development and municipal 
servicing expenditures. The property involved will normally be abutted by 
roads, sidewalks, curbs, gutters and connected to the sewer, water, road and 
electrical network. In this regard, the Regional Municipality provides for 
treatment and distribution, the City provides for the electrical utility for 
transformation and distribution and for transportation. Beyond those 
expenditures, the link between development and added service costs becomes 
more wide-ranging. For example, will infill in the downtown increase Police 
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Department costs, or is the station, equipment and staff capacity already in 
place to accommodate such growth? Even if it is in place, should the analysis 
attribute an averaged share of those costs to the development? 


The following conventions are considered to be applicable to this kind of 


analysis: 


° Sunk Costs - if a cost is already "sunk" or invested and is unaffected 
by whether the development proceeds or not, then it is not relevant to 
the impact analysis. For example, long term debt previously incurred 
by the Region is already "sunk" and should not be allocated against 
new development in this kind of analysis. This principle is no less true 
because municipalities sometimes encourage growth and development 
in the expectation that it will bear a portion of this debt load. Where 
new development generates a surplus after meeting its share of 
variable costs, the municipality may wish to apply this surplus to tax 
rate reduction, new programs, additional capital spending or other 
purposes, but that is independent of whether there is a surplus and of 
what magnitude. 


° Long-Term Analysis - in the short-term it can often be argued that the 
Region is able to accommodate growth without increasing staff and 
other costs. However, as this growth and growth elsewhere 
accumulates, it will normally be necessary for costs to increase 
accordingly, as capacity thresholds are exceeded, if service standards 
are to be maintained. 


e Factor Analysis - for costs that can be expected to increase with 
growth, the most frequently-used indicators are existing costs per 
resident, per employee, per building area, or per assessment dollar. In 
most cases, service demands relate directly to people; whereas in other 
cases, the link to services relates more to the physical property itself. 
For example, police services are responsive to physical property and 
people as well as to other variables such as vehicles, animals, storage, 
equipment and vacant land. Some municipal services are typically 


Ls 


FINANCIAL COST BENEFIT ANALYSIS (Cont'd) 


sized in direct proportion to population - for example, parks, sewer 
and water treatment and storage capacity, transit, waste disposal, 
hospitals and day care spaces. In some cases, economies of scale may 
be possible, even over the long term, while in other cases diseconomies 
of scale are present, for example, as a rural municipality urbanizes and 
is forced to establish a permanent firefighting force, rather than using 
volunteers. 


Service Standards - it is assumed, on a municipal-wide basis, that these 
will not be altered as a result of growth or the cost implications 
thereof. On a narrower, community basis, additional growth may 
overcrowd an existing facility without providing sufficient basis for 
another. Alternatively, it may justify providing a new facility or 
service for the first time, in a particular area, thereby increasing service 
levels in that community. 


Region-wide Analysis - the analysis in this report is Region-wide, in 
the sense that it is largely based upon broad municipal-wide averages. 
It is therefore not based upon detailed surveys of the physical 
characteristics and municipal service consumption patterns of 
individual developments and categories of uses (beyond data as to 
assessment, occupancy and floor area). Over time, occupancies change, 
as do ages, incomes, household sizes and levels of employment. 
Municipal spending response to growth in any one particular area is 
not normally something that can be established with great precision. 
Thus, a detailed calculation of long term impact is virtually never 
possible. It involves assumptions, forecasts and broad estimates. The 
primary objective, therefore, is to establish relative impacts involved 
for different types of development and to draw broad conclusions from 
the information at hand. These conclusions potentially form a useful 
part of municipal land use decision-making. However, they are only 
useful when given appropriate weight as part of a full planning 
analysis which considers social, environmental, infrastructure, financial, 
economic and other criteria. This raises the question of the degree of 
importance of various hypothetical differences in municipal financial 
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impact and the sorts of trade-offs which the municipality may wish to 
make, between property tax dollars and local business stimulus, 
municipal service levels and related matters. These considerations 
reflect the priorities and goals of the municipal Council. 


FINANCIAL COST BENEFIT ANALYSIS (Cont'd) 


2.4 Regional Expenditures 


The first step in the process of assessing the potential impact of growth on 
expenditures, is to segregate those expenditures into capital and operating. Table 2-2 
summarizes the Region’s "Revenue Fund" or “Operating Fund" transactions for 1991. 
However, it includes two items which are capital-related "Net Long Term Debt 
Charges" and "Transfers to Own Funds" (eg. transfer from reserves to capital 
projects). The debt charges are for "sunk" investments, unaffected by growth. The 
own fund transfers related largely to capital expenditure and general reserves. It is 
therefore appropriate to remove these two classes of expenditures from the spending 
base, before determining average operating fund spending levels per unit. 


The last column of Table 2-2 removes these two components, thereby reducing gross 
expenditures of $481.7 million, to a net position of $289.2 million. It is noted that 
funding to external agencies such as the Conservation Authority, D.A.R.T.S., etc., are 
not included in the net costs, as the Region provides operating grants to these 
agencies. Growth is likely to have an impact on these services but the cost impact 
has not been included at this time. On this basis, the financial impact assessment is 
conservative. 


The next step in the financial impact evaluation process is to allocate the net 
operating costs between residential and non-residential uses. Some services are 
largely residential in focus, in that they are not widely available to non-residential 
uses (social and family services) or are significantly geared to the needs of children 
(daycare). The reality should be reflected in the cost factors which are applied to 
new development. These allocations by use are based on estimates and assessments 
of service usage, where available. As well, certain expenditures are subject to 
Provincial subsidy contributions which provide a revenue offset to the expenditures. 
These relate primarily to roads, transit, health services and social and family services. 
Table 2-3 presents the allocation of net expenditures between residential and non- 
residential development. These costs have been presented on a per capita basis for 
the residential costs. For non-residential, these costs have been presented on two 
bases, per square foot of building space and per employee. 
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FINANCIAL COST BENEFIT ANALYSIS (Cont'd) 


Figure 2-2 sets out the assumptions made relative to ten expenditure areas involved, 
based on 1991 spending levels. Based on Figure 2-2, it is anticipated that, as a result 
of development, Regional operating expenditures will increase over the development 
charge forecast period by approximately $403/employee and $0.67/sq.ft. of building 
space for non-residential development and $324 per capita for residential 


development. 


2-15 


60'F8 


00'L 


LEY TAM 


LOR 


S8°sl 


SS°S6 


Le"6p 


VIIdVO 


VAD ‘“LY'OS 


cs 


100° 


990 


8b0' 


Sie 


180° 


: 
z 


usd FaNLIGNadxa 


5 


‘Apisqns yetuajod jo you saaAojdwia pue 


ZE601 s}UapIsel 0} adLAdas }IsuUe1} BurptAoid Jo ysoo Buyjesado ayy, 


Z81'PL$ 


Ss9’ L9$ 
bLS‘les 


$ S,000 
Fan LIGNAdxya 
1661 LHN 


‘Ayayoe Burpying pure speol Mau 4uawaaed ays [euogrppe 
Y}IM }1adU0d Ul pa}dedxa saseaioUl MOLY “Wa3sXs WI0}s 
dy} JO }SOD adUeUDzUTEW 0} ATLeWITId sa}efa1 aBeUTeIp WI0}S 


b8'0 


‘uaysAs ay} Jo Burotasas 
pue ddUeUAa}UIeUI JO $}SOD payeloosse pur JUdUT}eaL) 1a}eM 
Jo sjsod ZunRsodo ayy uodn paseq ae s}sod yUdW}eaL) J9}eM 


69°8¢ 


‘soni asoy} UL papnyout useq aaey wWajsXs aBemas ay} Jo 
DOUCUDJULEL YIM Pdj}eIDOSSe $}SO9 ‘[[OM SY ‘JUAN Jo aBemas 
JO JuawW}ea4 JOU oy} UOdN paseq aie s}sod o8emas Are}IUeS 


COIS 


‘palapisuod 

Useq Ose DARY SAaI}IAYIe [eUOYRaIDaI pue eIDos ‘Buiddoys 
JOJ JoACA] [EQUAPISoY “s}SOD [eEYUapIsas-uOU JO} pazuBoda1 
Uaoq sey SpOO Jo yUDUIAAOUI sv [[OM Se YIOM 0} [DARI] 
sokojdwyq “(saijowioy1y auel p1g) WiajsXs pros [eucIBay ou} 
jo daoydn pue asueuajyurew 03 Aptuewtid ayeJo1 s}s09 asauy, 


S682 


"$}SOD UOT}Da}O1d adtJod ul sosvaisul a}euoys0dod 
dAeY O} poyedioyue st yymoi3 ul asvaiouy ‘sjuaptsal 

pure saahojduia se [Jam se saijsodoid |eyuaptses-uou pue 
[euapises 0} paplaoid st adtasasg ‘ajdoad (9Qg-90z Jed sadyjo 
ue uodn paseq painseeut st u0lj9a}01d adtjod Ayyerauay 


LO'V6 


SW}! peaylaAo0 

Joyjo pure o8eio}s ‘swiayss uotyewojsut [e8a] ‘Suruueyd 
‘Buyunosoe ‘Burseyoind ‘aBe}sod ‘souocydaya; ‘Buyzutd jo ys0o 
BY} YIM Jay}930} ‘4Jye}s pue adeds aoyjo euoyIppe sepnpou] 


69°8P 


LOVdWI TWILNALOd YOsd SISVd 


NOILAWASSVY LOVdWI FUNLIGNYdxXY ONILVUddO YO SISVd JO ANITLNO 
e-¢ FaNOls 


yisuely 


(A[uo u0yReH) 
aZeulelq W10}s 


Jaye 


Jamas Areytues 


[O1}U0D 
Jajyulm pue skemproy 


U01}99}01J ad1[0g 


JUSWIUIaAOD [eIaUaD 


VdadVv FaNLIGNadxa 


2-16 


‘s[elI9} eu 
3}SWM PIJOS JO UOT}eIJaUTOUT pue [esodsIp JaysueI} YIM 
pajeloosse sjsoo Butjyeiado pasvaloul JoJ apeu st UOISIAOIg 


esodsiq a8eqiey 


‘sureiZoid areylany, 
[elauay pure pasy ay} oj sawopy ‘areoAeq apnyout saotaas 
asa], “spaeu [eyuaptsal yloddns saotasag AMR pur [eIDos 


SODTAIOS 
Ayruey pure [e105 6 


ILL’El$ 
‘satpisqns pajedioyur jo jou are swei8oid ayy, 
‘sassauisnq 


jo suoyoedsut oyqnd pue suei8oid y10ddns 1ayxI0M Inogr] 
se [[aM sev sueIZold [eYUApIsel apNpoUr sadlAsas Y}eaY ITqng 


sadlaseg YyPaH Gnd 


$ S,000 
Han LIGNadxa 
1661 LHN 


VIIdVO Vdd “LIOS os 
add FANLIGNadxa 


LOVdW TVILNHLOd dOd SISvd VaeV FAaNLIGNadxa 


(PAUOD) 


SNOILUNNSSV LOVdWI FANLIGNYdxXd ONILVaYdO AOd SISVE HO HNITLNO 
e-¢ dan dla 


2AT 
FINANCIAL COST BENEFIT ANALYSIS (Cont'd) 


2.5 Anticipated Increase in Capital Expenditures 


In addition to operating expenditures, capital expenditures will also be needed to 
support new growth. A significant portion of the capital expenditures required to 
provide growth-related services would be financed by Region-wide development 
charges, together with possible financial and land dedication conditions of 
subdivision and severance agreements, site plan agreements, front-ending agreements 


under the Development Charges Act, and possibly Municipal Act, 1990 s.221 


arrangements. 


There are, however, several areas where capital contributions from the operating 
fund, either directly or indirectly through the issue of debentures, will be required 
to ensure that full provision has been made for the anticipated net increase in capital 
costs to be occasioned by development, as follows: 


e coverage for developments, or portions thereof, which are fully or partially 
exempt from development charges, or where the development charges have 
been otherwise reduced; — 


¢ the portion of the cost covered by the "property tax credit", which is excluded 
from the development charge; 


e the continuing need for contribution to reserves for contingencies and working 
funds; 


¢ capital fund contributions required for the repair and ultimate replacement of 
the infrastructure servicing the growth areas. 


It is estimated that approximately 25% of the operating expenditures calculated in 
Figure 2-2, would be required for these supplementary capital purposes. This 
calculation is included on Table 2-5 as part of "Annual Surplus (Deficit) Potential of 
Development" for the Regiona! Municipality of Hamilton-Wentworth. 
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FINANCIAL COST BENEFIT ANALYSIS (Cont'd) 


2.6 Regional Revenue Sources 


Table 2-4 provides a summary of the non-tax revenue sources received by the Region 
in 1991. In total, $104.7 million were received from sources such as Fees, Service 
Charges, Donations, Licenses, Permits, Fines, Penalties, Sales of Publications, Water 
Billings and Sanitary Sewer Charges. As with operating expenditures, an estimate 
of residential and non-residential shares have been assigned. For most revenue 
sources, an allocation of 70:30 has been made which reflects the Region’s realty 
assessment ratio. For water and sewer revenues, assignment has been made based 
upon actual collections for each sector. The results of this analysis provide non-tax 
revenue of approximately $132 per capita for the residential sector and $0.38 per 
square foot of building space/$231 per employee for the non-residential sector. 


The remaining revenue component is property tax revenues. The average assessment 
by category of development was identified within Table 2-1. In 1991 the Regional 
levy for the City of Hamilton was 109.8 mills for residential property and 129.1 mills 
for non-residential property. The property tax revenue which was generated in 1991 
(based on the analysis framework set out in this report) for each category of 
development is presented in the next section. 


9 


2-] 


Os TL 
6¢'0 
9T0 
0r'0 
1S°0 


6IT'0 
T00°0 
000°0 


OS*€7 
0) 
9T'0 


T66T Aing ‘uordey yuOoMiueAA -UOITTWEH *,UNeTINg spuel] juowAojdwg uoyTUeH JoIe0IH, uodn paseq soeXojdwe TeQUOpIsel-UON - 
‘shoams \uouedap Butuueyd uodn poseq Jo sojeumnse o3e 100] orenbs [eNuapisel-UON - 
“BJep BpBUBD SONNS [66] uodn paseq uonetndog- ‘suondumnssy 


STE'LYC'SP 


USL'VIL'ST 
Ors‘ILO'rT 
vS€'96 
€£O'IE 
Ovs'LL 
1$9'66 
SPI‘OSL'ST 


SL6'76b'6S 


OSE'ZOP'TT 
86S'ST9'O1 
$7877 
TIp'@L 
L76‘081 
8IS‘ZEZ 
Ore'P9L'9E 


ee (1407571 TVEOL 


80T'LTS‘97Z 
8EP'L89'PZ 


6LI'IZE 
prr'eol 
LOv'8SZ 
691 ‘EE 
S8P'07S'7S 


a8Ieyong James 
SSUTTIIg Joey 
‘qe uowdinbg ‘suoneorqng JO aes 
SOXB] UC IsolalU] 2 sonteueg 
SOUL 

SYULSg 29 S9DUIOI"T 
SUONBUOG‘SoBIVYD VdIAINS‘s90,] 


WALI SANHATA XVL-NON 


HLMOUD TVNOILIGGV HLIM GALVIOOSSV SANNAATY XVL-NON CE.LOddxa 


yt ATdVL 


2-20 
FINANCIAL COST BENEFIT ANALYSIS (Cont'd) 


2:7 Estimated Net Position 


The impact on the Region’s net annual financial position by category of development 
is set out in Table 2-5. The table presents residential development for low, medium 
and high density as described in section 2.2. For non-residential development, the 
categories of retail, office and industrial have been presented on two different basis 
of costing, those being on a per square foot of building space and per employee basis, 
with a blend of the two basis being most applicable. For both methods of costing, 
a building size of 2,000 square feet has been provided as a constant for comparison 


purposes. 


New assessment revenue has been determined by multiplying the mill rates for 
Regional purposes within the City of Hamilton by the average assessment from Table 
2-1. Non-tax revenues were determined in Table 2-4. Total new revenue for 
residential development is expected to be $590 for high density units, $947 for 
medium density and between $1,149 and $1,315 per unit for low density, depending 
on the type of unit built. 


For non-residential development, ranges have been established based upon the nature 
of the non-residential building, as discussed in section 2-2. The range of total new 
revenues to be generated for different categories of non-residential development are 


as follows: 
Retail - Indoor Mall $3,348-$3,352 
- Local Retail $2,047-$2,600 
Office $1,974-$3,055 
Industrial $1,210-$1,556 


Expenditures for each category of non-residential and residential development were 
assessed based upon the costs identified in section 2.4. These exvenditures include 
the 25% attribution for non-development charge related capital expenditures. 
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FINANCIAL COST BENEFIT ANALYSIS (Cont'd) 


The product of this analysis provides that all types of residential development 
produce a deficit. The term deficit in this analysis is meant to acknowledge that the 
individual development does not produce sufficient new revenues to offset new costs 
and hence, provides upward pressure on existing taxpayers. Table 2-5 presents that 
the potential deficit for residential development will be about $18 per unit for high 
density development and as high as $269 for economy low density units. Standard 
low density and medium density units produce similar deficits with an amount 
slightly above $100. 


Depending on the basis of which non-residential development is viewed (cost per 
square foot or cost per employee), all categories, except indoor malls, provided a 
range which produces a surplus or deficit. The range of net benefit for each non- 
residential category is presented below: 


Range Median 
Retail - Indoor Mall » 1673=1,673 1,673 
- Local Retail (279) - 372 47 
Office (975) - 299 (338) 
Industrial (119) - 294 88 


The Development Co-ordinating Committee, upon review of the preliminary analysis, 
requested that the analysis presented in Table 2-5 be extended to include the impact 
of the Region not having a development charge policy, both for residential and non- 
residential development. For the purposes of this analysis, a review of the Region’s 
development charge policy was undertaken. The net growth-related costs on which 
the charges were based was $212.2 million for residential development and $64.1 
million for non-residential development. Some services provided with the Region’s 
development charges were based on a 10 year forecast (Hospital, Police, 
Administration) whereas other services were based upon longer forecast periods. For 
the services measured over 10 years, the forecasted population of 33,060 was used for 
residential and Region-wide acreages of 900 for non-residential. For longer term 
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service (roads, sewers, water) forecasts, the forecasted residential population of 
147,840 was used and acreages of 3,515. 


For the residential development charges, the per capita development charge is 
$2,021.14 (i.e. 3.5 ppu X $2,021.14 = $7,074.00 per single family dwelling). If the 
Region did not recover these funds from development, then the cost would have to 
be recovered from other financial sources such as property taxes/user rates. 
Debenturing over 10 years at a rate of 8% was used to spread those costs over a 
longer period to provide an annual cost per capita of $301.20. 


For non-residential development, a similar calculation was undertaken on both a 
square footage basis and an employee basis. For square footage calculations, the 
development charge represents $1.78 per square foot and an annual debt charge of 
$0.265. For cost per employee, the development charge represents $1,072.30 on 
annual debt charges of $159.81. 


Table 2-6 presents the impact of providing development charge reductions, to both 
residential and non-residential development categories, of 25%, 50%, 75% and 100% 
(no development charge). These annual surplus (deficit) amounts presented for each 
category in Table 2-5 are presented based upon absorbing the net loss of revenue as 
a result of these reductions. 


The results of this analysis provide a continuing increase in the deficit amounts for 
residential development. For example, standard low density units had a $103 deficit 
even with full capital cost recovery through development charges. The amount of 
this deficit increases to $367 per year with a 25% reduction in development charges 
and up to a $2,739 deficit if no development charges were imposed at all. 
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Reductions to the non-residential development charges produce similar results. The 
range of net benefits for each category of non-residential development under each 
reduction scenario is provided below: 


ee 
Retail ° Indoor mall 
e Local retail (508) - 239 (134) 


PP aN | MAN 
Retail ¢ Indoor mall ; 
° Local retail (26) - (964) (495) 


me ED ET 
e ——_ Local retail (423) - (1,649) (1,036) | 


Zh 
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Retail e Indoor mall 


RANGE MEDIAN 


341 - 348 345 
(253) (2 502) (1,758) 


° Local retail 


TABLE 2-6 2-26 
ANNUAL SURPLUS (DEFICIT) POTENTIAL OF VARIOUS 
TYPES OF DEVELOPMENT 
IF DEVELOPMENT CHARGE REDUCTIONS ARE IMPLEMENTED 


DEVELOPMENT SURPLUS/ || SURPLUS/ (DEFICIT) WITH DEV. CRHG. REDUCTIONS 
LYPE (DEFICIT) AMOUNT OF REDUCTION 


P2s% | 50% | 5% | 100% i 


RESIDENTIAL 

ile LOW DENSITY 
1.1 STANDARD 
1.2 ECONOMY 


MEDIUM DENSITY 
HIGH DENSITY 


NON-RESIDENTIAL (2,000 SQ.FT.) 
BASED ON SQUARE FOOTAGE 
4. RETAIL 

4.1 INDOOR MALL 

4.2 LOCAL RETAIL 


OFFICE 


INDUSTRIAL 


NON-RESIDENTIAL (2,000 SQ.FT.) 
BASED ON EMPLOYEES 
4. RETAIL 

4.1 INDOOR MALL 

4.2 LOCAL RETAIL 


OFFICE 


NOTE : DEVELOPMENT CHARGE REDUCTIONS ARE AMORTIZED OVER 10 YEARS AT 8% INTEREST 
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2.8 Summary of Financial Cost Benefit Analysis 


The purpose of this chapter was to identify whether new residential and non- 
residential development provides a positive net financial contribution to the existing 
community. In determining the answer a review of the impact on services (capital 
and operating expenditures) and on revenues (assessment and non-tax revenue 
sources) was undertaken for the categories (and sub-categories) of development. 


The results of this investigation identified that most forms of development do not 
provide a net positive contribution to the existing community. Based upon the 
scenario where no development charge is collected, the annual net deficit (new 
revenues less new expenditures) could be as high as $2,905 per single detached unit 
(economy) and $2,599 for a 2,000 sq.ft. office building. If a present value calculation 
is undertaken then a possible expected building life of fifty years (based upon 2% 
inflation and an investment rate of 8%) these long term net losses increase to $45,629 
and $40,824 respectively. 


The summary of the long term net positive/negative contribution of the various 
types of development reviewed are presented below: 


DEVELOPMENT TYPE ANNUAL PRESENT VALUE OF 
SURPLUS/(DEFICIT) | SURPLUS/(DEFICIT) 


Residential 
iP Low Density 


1.1 Standard (2,739) (43,021) 
12 Economy (2,905) (45,629) 
2 Medium Density (2,064) (32,419) 


3. High Density 


Non-Residential (2,000 sq.ft.) 


based on square footage 
4. Retail 


(1,148) (18,032) 


4.1 Indoor mall 345 5,419 

4.2 Local retail (1,758) (27,614) 
5, Office (2,599) (40,824) 
6. Industrial (938) (14,734) 
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From the preceding analysis, it is concluded that, with the exception of Regional 
indoor malls, all forms of new development reviewed do not contribute a net positive 
financial benefit to the Regional Municipality. 
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ALTERNATIVE METHODS OF COST RECOVERY 


3.1 _—_ Legislation for Municipal Revenue Sources 


The comments in this section reflect the experience of the authors working in the 
areas of municipal finance and municipal services. The analysis of legislative 
provisions should not be construed as a legal opinion. 


The powers which municipalities have to raise revenues to fund services is restrictive 
and, within the foreseeable future, radical reform does not appear to be forthcoming. 
The Constitution Act, 1867, divided the constitutional powers between the federal 
and provincial governments. Municipalities are not given any powers, but rather are 
“creatures of the provincial legislature". Municipalities only possess those powers 
expressly granted by provincial legislation and are required to act by passing by- 


laws. 


For most Ontario municipalities, the primary source of municipal financing authority 
is the Municipal Act, 1990. Hamilton-Wentworth Region, as with other Regional 
Municipalities in Ontario is affected by the Regional Municipalities Act for specific 
services and has its own special Act. Many of the provisions of the Municipal Act, 
1990 are provided for within the Regional Municipality of Hamilton-Wentworth Act, 
1990, with such minor amendments to reflect the special features of the Region. 
Municipalities also gain financing powers from other statutes, such as the Planning 


Act, 1990 and the Development Charges Act, 1990. 


Table 3-1 provides a summary of 14 classes of revenue for Ontario municipalities, 
both local and regional. For each of the classes, the legislative authority, as well as 
potential services and a general description and comments on application, are 
provided. 
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3.2 Basis for Capital Cost Recovery 


As presented in Table 3-1, There are several Acts which provide municipalities with 
a basis for recovering capital costs. The following methods include: 


Development Charges Act 


° Planning Act 
e Parkland Contributions s42, 51 and 53 
° Administration Fees s.69 
e Development Matters s.37 and 41 


* Municipal Act 


° Heavy Loading Charges s.218 
e Sewer and Water Area Charges — s.221 
° Connection Fees S222 
e Public Utility Undertakings s.213, para. 51 


° Other Acts 
e eg. Local Improvement Act, Drainage Act and other special Acts. 


A brief description of each is provided as follows: 
Ls Development Charges Act, 1990 

1.1 The cost must be “capital”; 

1.2 It must involve a direct expenditure or expenditure under an 
agreement, by a municipality or local Board, within or outside the 
municipality; 

1.3. It must relate to services designated in a D.C. by-law; 


1.4 It must be reasonably attributable to the need resulting from 
development in the municipality; 


Koa) 
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1.8 
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1.10 


1.12 


Lis 


It must be net of capital grants, subsidies and other contributions made 
or anticipated; 


It must pertain to land development which would increase the need for 
services; 


It must not incorporate local connections or services installed at the 
expense of the owner, within a plan of subdivision; 


It must not include costs levied under s.51/53 of the Planning Act 
before the D.C. by-law is in force. Where it does, the municipality 
shall give a credit for the amount paid. A confusing aspect of the Act, 
but would appear to acknowledge that a credit will be provided for 
services or costs provided within section 50/52 agreements; 


It may include all applicable costs for works oversized so as to 
accommodate future growth; 


It may not serve to provide for services at standards which exceed the 
highest level attained at any time in the 10 years preceding the 
calculation (unless another Act requires higher standards); 


It may only apply standards approved by Council as part of an Official 
Plan, Capital Budget or similar expression of Council; 

The standards may be based on the provision of service throughout the 
municipality or within a portion thereof; 


The net capital costs involved must be applicable to a spending period 
not exceeding ten years from the by-law in-force date, except for water, 
sanitary sewer, drainage, transportation and waste disposal costs, 
where a planning period of any length may be used. 


The costs involved must be related to each of the general use categories 
defined in the by-law. 
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Planning Act, 1990 
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s.51(5) subdivision conditions involve “local services installed at the 
expense of the owner within a plan of subdivision ..." as well as “local 
connections to water mains, sanitary sewers and storm drainage 
facilities installed at the expense of the owner ..." (s.3(7) of the D.C. 
Act). 


Otherwise, the municipality shall not enter into an agreement under 
sections 51 or 53 of the Planning Act. 


Subdivision agreements and consents may also be used to obtain 
dedications to provide for the widening of highways to a width 
considered necessary by the Minister, as well as parkland dedications 
(and possibly cash-in-lieu) of up to 2% of the land included in the plan, 
for commercial or industrial purposes and 5% in other cases. In the 
alternative, the one hectare for each 300 dwelling unit provision, may 
be used where the ‘specified conditions are met, such as inclusion of 
the requirement with an Official Plan. 


s.53(2) provides that Council has the same power to impose conditions 
of severance, as the Minister has to impose conditions to subdivision 
approval. 


Similarly, in the case of a condominium, s.50(2) of the Condominium 
Act, 1990 makes the subdivision provisions of the Planning Act, 1990 
applicable to condominiums. 


s.42 allows a local municipality to pass a by-law applicable to the 
whole municipality or any defined area(s), requiring conveyance of 
land for park purposes, as a condition of development or 
redevelopment of land; 


s.41 deals with site plan approval, in an area designated as a site 
control area, both in the O.P. and a by-law. Conditions may be 
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2.10 


241 


imposed respecting the provision of widening abutting roads, where 
designated in the O.P.; vehicular arid pedestrian access facilities to and 
from the land, such as access ramps, curbing, traffic direction signals, 
walkways and walkway ramps. Also, street lighting, drainage, walls 
and fences, landscaping, etc. Thus, the scope is relatively narrow, 
limited to on-site requirements and only off-site requirements directly 
related to access to the site from the existing road. 


s.37 deals with "bonus zoning" and permits a local municipality, in its 
zoning by-law, to authorize increases in height and density of 
development, in return for the provision of “facilities, services or 
matters", specified in the by-law. In addition, the O.P. must contain 
provisions relating to the authorization of increases in development 
height and density. 


S.45(2) of the D.C.A. indicates that an agreement with respect to 
charges related to development made under s.51 or 53 of the Planning 
Act, 1990 that is in effect prior to November 23, 1991, or the date on 
which the municipality’s D.C. by-law came into force, if earlier, 
remains in effect. Accordingly the “lot levies" agreed to pay under that 
agreement continue to be payable. 


s.40 provides that a landowner can enter into an agreement with the 
municipality to make cash payments in lieu of the parking that would 
be required to be provided by a zoning by-law. This agreement may 
be registered on title. The moneys received are to be allocated to a 
special reserve fund for the purposes of acquiring, constructing and 
improving parking lots. 


s.69 empowers municipalities to pass by-laws establishing fees for the 
processing of planning applications. The fees are to be set to cover the 
cost of processing each type of application for which they are imposed. 
For example, varying fees may be established for Official Plan 
Amendments, rezonings and consents to sever. Applicants can appeal 
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the imposition of the fee or the amount of the fee to the Ontario 
Municipal Board. 


3. Municipal Act, 1990 


rot | 


3.2 


3.3 


Section 218 ("Heavy Loading Charges") permits a municipality, with 
the approval of the OMB, to pass by-laws identifying classes of 
buildings which may, in the opinion of Council, impose a heavy load 
on sanitary or storm sewers or water supply. A charge is applicable, 
if such heavy load, in the opinion of Council, requires expenditures to 
provide additional capacity to these municipal services, that would not 
otherwise be required. Such charges are payable on building permit 
application, or at any time thereafter. However, there are significant 
exemptions from such charges (all single, semi and duplex units and 
lands subject to a subdivision agreement). In addition, where an 
owner is required to pay a s.218 charge, the municipality is required 
to reduce the D.C. payable by an amount equal to the s.218 charge 
(s.14(3) of the D.C. ‘Act). 


s.221 (Sewer and Water Charges) permits a local municipality to 
impose a charge by by-law, on owners or occupants of land who will 
or may derive a benefit from the construction of sewage or water 
works being authorized (in a Specific Benefit Area). OMB approval is 
no longer required for such by-law. Charges on individual parcels can 
be deferred, exemptions can be established (eg. existing: residential), 
repayment is secured, a variety of different means can be used to 
establish the rate and non-abutting owners can be charged. Rates may 
be imposed in respect to costs of major capital works, even though an 
immediate benefit is not enjoyed. Finally, recovery is authorized 
against existing works, where a new water or sewer main is added to 
such works, "notwithstanding that the capital costs of existing works 
has in whole or in part been paid." 


s.222 (Connection Fees) permit a local municipality by by-law, to 
require buildings to be connected to the municipality’s sewer and 


a9 


a ALTERNATIVE METHODS OF COST RECOVERY (Cont'd) 


water systems, charging an owner for the cost of constructing service 
drains from sewers to the property line. 


The reference in this section is to "work or service done or furnished". This 
would therefore appear to refer to the cost of works or services that are 
already completed. 


4. Drainage Act, 1990 


4.1 


This Act deals with drains constructed by any means, the improving 
of a natural watercourse or the regulating of a drain, reservoir, lake 
or pond. One of the possible measures is "Petition Drains", whereby 
a petition may be filed with the Municipal Clerk by the majority of the 
number of owners or the owners of at least 60% of the hectarage in the 
area. Benefit and/or liability may be assessed against affected 


property. 


5; Local Improvement Act, 1990 


on 


52 


5.3 


A variety of different types of works may be undertaken, such as 
watermain, storm and sanitary sewer projects, supply of electrical light 
or power, bridge construction, road widening and paving. 


Council may pass a by-law for undertaking such work on petition of 
a majority of benefiting taxpayers, on a 2/3 vote of Council and on 
sanitary grounds, based on the recommendation of the Minister of 
Health. The by-law must go to the OMB, which may hold hearings 
and alter the by-law, particularly if there are objections. 


The entire cost of a work is assessed only upon the lots abutting 
directly on the work, according to the extent of their respective 
frontages, using an equal special rate per metre of frontage. 
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6. Public Utilities Act, 1990 


6.1 Section 27 of the Act enables municipalities or public utilities 
commissions, to establish fees for inspections, service pipe connections 
and related matters. Amounts charged must relate to the direct cost, 
labour and materials required to establish the connection. These fees 
must be applied consistently throughout the municipality's service area 
and be non-discriminatory in nature. 


The selection of any one of the aforementioned Acts, provides for the recovery of all 
or a portion of the costs of emplacing capital infrastructure. The use of any one of 
the Acts may provide for a different class of taxpayer, or stakeholder, to pay for the 
service. Figure 3-1 presents the various stakeholders who would be affected by the 
use of various Acts to recover the cost of capital. As noted, all of the Acts, with the 
exception of the Development Charges Act, can recover costs from existing tax/rate 
payers. Developers of land or builders would also be subject to the same charges, 
with the exception of property taxes, and would also be subject to cost recoveries 
through the Development Charges Act and Planning Act. The new homeowner 
could be subject to cost recoveries under the Municipal Act, Drainage Act and Local 
Improvement Act. Figure 3-1 also notes other possible stakeholders who may be 
subject to funding capital infrastructure under joint venture financing arrangements, 
and this is discussed further in section 3.3. 
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As noted earlier, each of the existing legislative authorities (which municipalities can 
use to recover growth-related capital costs) have limitations as to what services can 
be recovered. The table below summarizes the applicability of each Act in relation 
to recovering capital costs for services provided by Hamilton-Wentworth Region. 


Development i ici Local Public 
Charges Improvement Utilities 
Services Act 
Sanitary Sewer 


Denotes service costs are recoverable 


1 limited to road dedications and minor improvements under subdivision, consent or site plan 
2 service connections 


The various Acts presented above may be used in concert with each other but regard 
must be given to ensuring that similar projects are not recovered twice as a result of 
the use of several Acts. As presented in the Table above, the Development Charges. 
Act provides the only legal authority to recover growth-related capital costs for all 
regional services. If these services are not recovered through development charges, 
then the costs of providing these services are shifted to the taxpayer. 
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3.3 Legislative Reform on Municipal Revenue Sources 


Municipal fiscal reform has been the focus of study for over twenty years. In recent 
years, several committees have been formed and position papers released which have 
recommended possible new revenue sources for Ontario municipalities. A review 
of some of these initiatives are provided in this section. 


In 1990, the Ministry of Municipal Affairs commissioned a study on “Innovative 
Financing Approaches for Ontario Municipalities" which was received March 31, 
1991. The study reviewed approaches for financing infrastructure. The study 
narrowed the alternatives to four broad approaches, as follows: 


¢  Build-Transfer-Operate, whereby a private contractor finances, designs, builds 
and operates the infrastructure on land leased long-term from the Crown, and 
transfers the infrastructure to the Crown on completion of the lease. Under 
this approach, infrastructure can be financed "off balance sheet". An example 
of this approach is Terminal 3 of Lester B. Pearson International Airport. 


e Value Capture, whereby commercial value created by the infrastructure, or by 
rezoning of land (eg. subways, air rights), is used to help finance the 
infrastructure. Value capture is most appropriate in situations where 
surrounding land value is enhanced through an infrastructure project. This 
value can be "captured" in a variety of ways by government. The Lion’s Gate 
Bridge in Vancouver was originally financed in this way. 


e Privatization, refers to the outright sale of existing infrastructure to the private 
sector or to the private development and permanent ownership of new 
infrastructure by the private sector. There are various permutations of 
privatization, including sale to a private investor, privatization through share 
issue (such as in the case of Air Canada) or privatization through employee 
takeover (such as with the Gas Division of B.C. Hydro). 


¢ Merchant Facility, refers to the development of new infrastructure by the 
private sector completely at the initiative of the private firm, with little or no 
government involvement, except, perhaps encouragement through tax 
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incentives or subsidies. This approach might be appropriate for facilities such 
as solid or toxic waste disposal, where the user is prepared to pay a fee that 
covers most or all costs. 


In 1991, The Advisory Committee to the Minister of Municipal Affairs on the 
Provincial-Municipal Financial Relationship reviewed a number of municipal 
revenue alternatives, some of which were recommended for consideration and 
further assessment by the Province. These municipal revenue sources are 


summarized as follows: 


Special Rates endorsed for use by Upper 


Tier municipalities 


Taxation on Utilities endorsed - expand to include 
telecommunications - further 
investigate other utilities such 


as natural gas 
Replace Payments in lieu of Taxes endorsed 
with assessment/mill rate basis 
Expand Authority for User Fee endorsed 
Structures 
License Fees - remove Statutory endorsed 
maximums ; 
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In October, 1991, the Minister of Municipal Affairs established a joint Provincial- 
municipal body to examine innovative forms of infrastructure financing. The task 
force includes individuals from Provincial Ministries (Municipal Affairs, Education, 
Treasury and Economics, Transportation, and Tourism and Recreation), municipal 
associations (MFOA, AMO, AMCT) and private sector groups (investment dealers, 
home builder associations, UDI, Ontario Good Roads Association). 


The task force has been reviewing innovative infrastructure financing, operating cost 
reduction and revenue generation techniques. The focus is on co-ventures between 
various levels of government, government/private sector and government/ 
community groups. The first phase is looking at the assets and advantages each 
group has, possible types of arrangements which could be achieved and legislative 
changes which may be required to undertake these ventures. The benefits to the 
municipality would be possible lower operating and capital costs, possible higher 
standard of service provided, encouraging local area investment, etc. The potential 
downside of this type of agreement is less staff/Council control of day to day 
operations, possible scheduling problems, possible less specific provision of targeted 
service, etc. : 


It is anticipated that the first report of the task force will be submitted to the Minister 
in the near future. At this time the legislative basis for this type of agreement is 
limited. Certain forms of agreements have been entered into in the past but special 
provincial legislation was required before the municipality could enter into these 
agreements. 
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Some examples of innovative financing techniques undertaken by Ontario 
municipalities are as follows: 


MUNICIPALITY FINANCIAL 
ARRANGEMENT 


Windsor tunnel under Detroit river 60 year lease (special 
legislation 
Convention Centre, Arena, 
Hotel complex 40 year lease, partial tax 
deferral (special 
legislation) 


Peel Region ° recycling facility ° privately developed 


Halton Region transfer station privately developed 
administration building land swap with golf 
course 


Newmarket municipal offices land lease and rental 
space lease 


Bracebridge ° park development ° pipeline company 


Aurora ° fire station shared facility with 
provincial ambulance 
service ze 


Toronto social, heritage, density bonusing under 
recreational space Planning Act 
TTC subway station construction of stations in 
conjunction with 
residential /non-residential 
developments 


orl 
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Based upon the foregoing, innovative techniques for financing capital costs could be 
investigated for services provided by Hamilton-Wentworth Region. Works identified 
within the capital budget have funding sources alternatives to traditional methods. 
It is recommended that innovative alternatives be reviewed by staff. Possible joint 


venture opportunities could include: 


Sewer, water and storm 


Police 


Waterfront Parks 


Solid Waste 


Libraries 


Public Works 


Transit 


Daycare 


Seniors Facilities 


Airport 


Utility corporations, possible co-treatment 
facilities with specific industries (eg. Stelco, 
Dofasco) 


Shared facilities, equipment or vehicles with OPP, 
RCMP 


Development and/or management of part or all 
of park and activities, eg. water wave action pool, 
amusement facilities, restaurants, retail, marina 


Privatization of landfill site/SWARU/resource 


recovery, wet/dry composting systems, recycling 
facilities 


Shared facilities, shared computer systems 


Shared facilities, equipment and vehicles with 
Province or lower tier municipalities~ 


Private operation system, shared transit facility 


Privatization/ purchase of spaces, accommodation 
of centres in community/recreation facilities 


Purchase of spaces from private sector, combine 
recreation facilities with area municipality 
recreation complexes, shared rehabilitation 
facilities with medical offices or Province 


Terminal, runways 


3-18 
ALTERNATIVE METHODS OF COST RECOVERY (Cont'd) 


Development charges have been adopted by most major municipalities in Ontario. 
A survey of Ontario municipalities conducted by C.N. Watson and Associates Ltd. 
in April, 1992 provided that, of the 402 municipalities contacted, 199 have passed 
development charge by-laws and 83 were in the process of completing studies. The 
survey also presented that all Regional municipalities within Ontario, with the 
exception of Metropolitan Toronto, have adopted development charge by-laws. With 
respect to lower tier municipalities within a Regional government structure, almost 
all have adopted by-laws as well. 


On April 9, 1992, the Minister of Municipal Affairs announced a Task Force review 
of municipal development charges as one of a number of complementary initiatives 
aimed at supporting economic recovery in Ontario. The Task Force on Development 
Charges Implementation was established in June of 1992 with a mandate to report 
to the Minister on ways to improve the clarity of the Act with respect to 
implementation issues. It is the expectation that greater certainty on the part of 
municipalities and developers will enable new development to proceed in a more 
orderly, efficient and timely manner. A report of the task force was released in 
December, 1992. This report has been circulated for review and comments are 
requested from the public by February 15, 1993. A summary of the issues reviewed 
within this report are as follows: 


° Scope of Development Charges 

e _ Attribution of Service Needs to Growth 

e Average Cost Approach 

e Applicability of Development Charges to the Province and Its Agencies 
e Discounts and Exemptions 

e —__ Local Services 

¢ Transitional Agreements and Credits 

e Credits 

e Early and Late Payment Agreements 

e Appeal and Complaint Procedures 

e Reducing OMB Backlog 

° Cost Revisions, Surpluses and Shortfalls 

e Front-end Financing 

e Development Charges and Small Municipalities 

° Public Utility Development Charges 

° Industrial Sector Concerns 

e The Applicability of Development Charges to Colleges and Universities 
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3.4 Revenue Policy 


From first principles, if a municipality incurs a cost, revenue must be generated to 
fund that expenditure. The approach to funding is a matter of municipal policy. In 
evaluating the revenue structure to be selected, it is important to review various 


goals of revenue policy, as follows: 


¢ Political Acceptability. Taxpayers expect fairness in the distribution of the 
tax burden and an understanding of how the burden is allocated. To increase 
taxpayer understanding of the tax and revenue system, complexity should be 
kept to a minimum and the assumptions underlying the revenue policy made 


explicit. 


¢ Equity. The distribution of the tax burden and the benefits of public services 
should be equitable. Horizontal equity requires that the treatment of persons 
in similar economic circumstances be equal. Vertical equity requires fairness 
in the distribution of liabilities among persons in different circumstances. 


¢ Administrative Feasibility. The complexity and cost of collecting revenues 
must be considered prior to the adoption of a particular revenue source. It 
should be simple and inexpensive for the taxpayer to comply and economical 
and easy for the municipality to administer. 


e Revenue Adequacy and Stability. The revenue structure should provide the 
government with sufficient revenues to finance desired public services. 
Creating an equilibrium between the growth of revenues and the activities 
that governments finance is difficult to achieve, but is a worthwhile objective. 
Maintenance of the policy will require review with possible annual indexing 
adjustments. 


Selection of the method of financing capital infrastructure, will have regard for these 
goals relative to the individual nature of the municipal organization and the economy 
and social fabric of the municipality. 
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In reviewing each of the existing statutory authorities available to municipalities 
currently, the Development Charges Act appears to satisfy all of these goals. From 
political acceptability standpoint, the Development Charges Act recovers costs only 
from new development and does not impose costs for growth-related purposes onto 
the existing taxpayer. On this basis, the costs are imposed only upon those who 
receive the benefit. The other Acts referred to in section 3.2 (Local Improvement Act, 
Municipal Act, etc.) also meet this goal in that costs are normally distributed across 
a benefiting area (for example), hence only those properties receiving the benefit pay 


for the costs. 


From equity perspective, development charges also attain this goal. Normally, the 
development charges vary by size of the development, hence all single family 
dwelling builders pay the same rate, all apartment builders pay the same rate, etc. 
Similarly, if the municipality establishes a charge per square foot, equity is also 
attained as the amount of the charge varies depending on the size of the building. 
Acreage charges are to some extent, less equitable than the square footage charge, in 
that building densities will vary depending upon zoning or the size of building 
desired. Other Acts may not attain the same level of equity. For example, Local 
Improvement charges are based upon frontages, and as such, do not take into 
account the differences in total developable area of each of the individual properties. 


Administration of the development charge policy is deemed better than the other 
alternatives in that collection will be undertaken primarily at the time of building 
permit issuance. The charge is then collected along with other administrative fees 
which may be imposed at that time. As the Act provides for collection to be 
undertaken by other lower tier municipalities, one administration deals with the 
payer of the charges. Other Acts have more complex processes. First, all other 
applicable statutes deal with the implementation on an individual project basis. 
Hence, the administration is compounded by the number of projects approved. As 
well, collection is not necessarily at the time of project construction. If, under the 
Development Charges Act, the need arises to accelerate payment by a developer, this 
can be undertaken by way of an agreement under section 9(4) of the DCA. For other 
statutes, collection may be facilitated via debenturing and collection over a stipulated 
time period (eg. Local Improvement Act), or recovery is dependent upon final 
development of the land (eg. Municipal Act). 
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The final goal, Revenue Adequacy and Stability, would be reasonably comparable 
between each of the Acts, as most of the Acts provide for cost recovery on some 
measured basis. For the services and projects which can be recovered via the Act, 
each of the Acts would provide for the recovery of individual project costs. 


Based upon the preceding, the Development Charges Act would provide the highest 
ranking of each of the various statutory provisions for capital cost recovery. 


4. CONCLUSION 


4-] 
CONCLUSION 


The cost/benefit analysis provided in Chapter 2 identifies that the new revenues 
(property taxes, non-tax revenues) generated by the residential development sector 
are not sufficient to fund the new costs associated with residential development. 
Hence, with new residential development the existing property tax base is required 
to contribute annually towards new operating costs associated with residential 
development. Development charge payments assist in minimizing the burden onto 
existing tax/rate payers, but even with full development charges at the current rate 
(excluding reductions) being imposed, a tax burden is still placed onto the existing 
tax base. 


Similar to residential development, non-residential development does not generate 
sufficient annual revenues to offset cost increases if development charges are not 
imposed. This negative net benefit is premised upon no development charges being 
imposed and collected. As the amount of the development charge payable increases, 
the net benefit of new development becomes positive. Hence a recovery of 75-85% 
of the development charge places new development in a position where existing 
tax/rate payers will not have an increased financial burden. 


With respect to alternative sources of revenue recovery, municipalities are guided by 
the Province via legislation which grants the municipalities specific powers. 
Although there is considerable discussion being undertaken for revenue reform, at 
present municipalities have limited options available for funding capital 
infrastructure. Certain Acts, such as the Municipal Act, Local Improvement Act, and 
Drainage Act, provide authority to recover costs primarily for road, sewer and water 
services. The charges are normally imposed against benefiting areas, providing the 
authority to recover both from developing lands as well as from existing property 
owners. There are limitations to these Acts. First, some relate more to services local 
in nature. Hence, cost recovery for sewage or water treatment plants are not feasible 
under these Acts. Section 218 of the Municipal Act, 1990 does provide authority to 
recover for these major services but there are problems relative to collection (i.e. 
exemption). As well, a number of services are not recoverable through these 
legislations. Hence, costs for police, administration, transit and hospitals would be 
excluded from recovery. Lastly, due to the nature of these Acts, not all of the costs 
may be recoverable (eg. Local Improvement Act provides for frontage maximums, 
certain exemptions, appeals to the Court of Revision). 


4-2 
CONCLUSION (Cont'd) 


Based upon the review of all revenue sources available to Council, the Development 
Charges Act, 1990 would appear to be the most viable method of recovering growth- 
related capital costs. Implementation of this policy is based upon the premise that 
those lands which benefit from the emplacement of certain infrastructure should be 
required to pay for that infrastructure. 
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